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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE
STATE OF HAWAII
In the Matter of DOCKET NO. 2008-0273

PUBLIC UTILITIES COMMISSION

Instituting a Proceeding to [nvestigate the
Implementation Of Feed-in Tanffs.

BLUE PLANET FOUNDATION’S COMMENTS ON
PROPOSED TIERS 1 AND 2 TARIFFS

Blue Planet Foundation (“Blue Planet”), by and through its attorneys Schlack lto
Lockwood Piper & Elkind, and pursuant to the Commission’s October 29, 2009 Order Setting
Schedule, hereby submits its comments (“*Comments’)} on the proposed Tiers | and 2 Tanffs
submitted on January 7, 2010 by (i) Zero Emissions Leasing, LLC (“Zero Emissions”} and Clean
Energy Maui (“CEM”} (collectively, “Zero Emissions™), and (11) the Hawaiian Electric
Company, Inc., Hawaii Electnic Light Company, Inc., and Maui Electric Company, Limited
(collectively, “HECO Companies™).
1. PURPOSE OF THE FEED-IN TARIFF AND TIERS 1 AND 2 TARIFF

The Tiers | and 2 tariff adopted by the Commission in this proceeding should
comply with both the letter and the spirit of the Commission’s September 25, 2009 Decision and
Order (*D&0”). [t must not only incorporate the specific requirements set forth in the D&O, but
must also fulfill the overarching purpose the feed-in tariff (“FIT™) program. If the tariff impedes
and ultimately fails to achieve the purpose of the FIT, the benefits to Hawaii from the FIT will be
lost and the program may be deemed a failure. It may therefore be helpful to briefly review the

purpose of the FIT, as set forth in the D&QO, as an aid to evaluating the Tiers | and 2 tariffs



proposed by Zero Emissions (“Zero Emissions Tariff”’) and the HECO Companies (“HECO
Tariff™).!
1. The Purpose of the FIT, as Stated in the D&O, is to Dramatically

Accelerate Renewable Energy Acquisition and Maximize the Reduction of
Fossil Fuel Consumption.

The purpose of the FIT is not simply to provide another renewable energy
procurement mechanism. As the Commission has noted, the FIT is needed in part to remedy the
ongoing failure of existing mechanisms to procure sufficient amounts of renewable energy. Sce,
e.g, D&O at 13 (“a FIT is needed for the following reasons: . .. ‘only 4% of HECO’s sales
(Oahu) were supplied by renewable energy, and 96% were supplied by imported fossil fuels.’™).
Existing procurement methods have failed to timely achieve Hawaii’s clean energy objectives.
See, e.g., Energy Agref:ment2 at 1 (“the future of Hawaii requires™ that Hawaii move “more
decisively and irreversibly” towards renewable energy).

Rather, the purpose of the FIT is to dramatically accelerate renewable energy use
in Hawaii. The second sentence of the D&O declares that F1Ts are approved to “accelerate the
acquisition of renewable energy.” /d. at 1 (empbhasis added). The D&O further cites to the
Commission’s October 24, 2008 Order Initiating Investigation, which hkewise affirms:

[The Energy] Agreement is a commitment on the part of the State

and the HECO Companies to accelerate the addition of new, clean

resources on all islands[.} ... Included in the Agreement is a

commitment by the HECO Companies to implement feed-in tariffs

“to dramatically accelerate the addition of renewable energy from

new sources™ and to “encourage increased development of
alternative energy projects.”

' The Zero Emissions' and HECQO Companies™ Tariffs consist of two main components, the Schedule FIT and the
Standard Agreement, each of which is referred to accordingly. Unless otherwise noled, Blue Planet’s comments on
the Schedule FITs submitted by Zero Emissions and the HECO Companies for the Hawaiian Electric Company, Inc.
(“HECO™) apply to the schedules submitted for other companies and islands.

“Energy Agreement Among the State of Hawaii, Division of Consumer Advocacy of the Department of
Commerce and Consumer Affairs, and the Hawaiian Electric Companies” dated Oct. 20, 2008 {“Energy
Agreement”).



D&O at 2-3 (emphasis added) (citations omitted); see also id. at 5 (Statement of Issues includes
best design for FITs to “accelerate and increase the development of Hawaii’s renewable energy
resources[.]"}); id. at 14 (according to the parties, a FIT will encourage “accelerated acquisition of
renewable energy™); id. at 15 (FIT may “accelerate the acquisition of renewable energy”); id. at
42-43 (Commission’s desire to “accelerate the adoption of renewable energy” outweighs HECO
Companies’ project size concerns). A corollary purpose of the FIT is to maximize the reduction
in consumption of fossil fuels. In the D&O section titled “Role of FITs,” the Commission quotes
in pertinent part section 269-27.2(b), Hawaii Revised Statutes, which provides statutory authority
for the Commission to direct public utilities to acquire electricity from generated from “nonfossil
fuel sources™ to “maximize the reduction in the consumption of fossil fuels.” /d.

Consistent with the foregoing, the Commission has summarized the general
purpose of the FIT and rationale for adopting the FIT as follows:

Given Hawaii's overdependence on imported fossil fuels for its
current electric generation, and the clear benefits a FIT can
provide, the commission finds that a FIT should be adopted in
Hawaii. There is no other state in the nation that is as dependent
on oil as Hawaii is. That oil, which is the primary source of our
electric generation, is imported into our State and comes from
countries that may not be sympathetic to U.S. interests. A
procurement mechanism, such as a FIT, may accelerate the
acquisition of renewable energy onto the HECO Companies’
systems thereby reducing our State’s overall dependence on
foreign oil; and_produce some certainty as to all the price of
electricity will no longer be as heavily tied to volatile oil prices. A
process that is predictable in setting forth the essential terms under
which renewable energy will be purchased by the utilities will, as
SA and HSEA assert, reduce “the risk, and hence the cost, of non-
utility generated power” and provide economic growth through
“green collar” jobs and reduced export of dollars earned to
purchase fossil fuels.

D&O at 15-16 {emphasis added).



Accordingly, the Commission should adopt Tiers | and 2 tanff rates and
provisions that support achievement of the FIT purpose by dramatically accelerating renewable
energy acquisition and maximizing reduction in consumption of fossil fuels. Blue Planet views
adoption of a tariff that dramatically accelerates renewable energy acquisition as consistent not
only with the D&O but also with the public interest. Blue Planet is a leading clean energy public
interest organization in Hawaii with over 10,000 registered “Friends of Blue Planet.” Blue
Planet and its supporters are dedicated to promoting Hawaii’s swift transition to a clean energy
economy through the rapid adoption of renewable energy and increased energy efficiency. A
FIT that successfully promotes clean energy in Hawaii, consistent with the D&O, will benefit the
economy, the environment, and Hawaii ratepayers.

2. The D& O Provides a Benchmark for Measuring Success of the FIT in
Achieving Its Purpose.

The D&O provides that the purpose of the FIT is to dramatically accelerate
renewable energy acquisition and identifies maximum amounts of renewable energy to be
acquired during the initial two-year period of the FIT. Thus, the FIT may be said to succeed in
achieving its purpose in proportion to the extent it fosters acquisition of the maximum amount of
renewable energy allowed under the FIT. The D&O establishes program caps of nameplate
capacity equal to five percent of 2008 peak demand for each of the HECO Companies (“program
caps”). D&O at 55. Nameplate capacity equal to five percent of 2008 peak demand for each of
the HECO Companies may be estimated to total approximately eighty megawatts (“MW™).
Although the D&O states that program caps are not mandates, id. at 56, they nonetheless provide
a quantifiable measure of the FIT’s achievement or lack of achievement of the FIT’s purpose to
“dramatically accelerate™ renewable energy acquisition and maximize the reduction in

consumption of fossil fuels.



3. The Tiers | and 2 Tariff Should Avoid Unduly Increasing Developer Risk
Based on System Reliability Concerns.

To succeed, the FIT must reduce developer risk relative to other procurement
mechanisms which have failed to timely achieve Hawaii’s energy policy objectives. Despite the
FIT’s purpose of dramatically accelerating Hawaii's renewable energy use, the January 7, 2010
letter accompanying the HECO Companies’ proposed tariff (“HECO Taniff Letter”)
characterizes “the Companies’ obligation to ensure system reliability™ as a “principal directive”
of the D&O. HECO Tariff Letter at 13. Although the FIT entails system reliability
considerations, a tariff that overemphasizes system reliability and introduces provisions that
unnecessarily increase developer risk may impede achievement of the FIT’s purpose. For a
successful FIT, Blue Planet respectfully submits that the Commission should avoid giving undue
importance to such potential limitations and should favor Tiers | and 2 tariff rates and provisions
reasonably likely to dramatically accelerate renewable energy acquisition and maximize
reduction in consumption of fossil fuels, for the reasons set forth in the D&O.

IL. COMMENTS ON PROPOSED TIERS 1 AND 2 TARIFFS

A, The Tariff Should Avoid Provisions that Introduce Potentially Excessive and
Arbitrary Utility Discretion to Curtail Projects.

Existing procurement methods have failed to timely achieve Hawaii’s clean
energy objectives and the FIT may suffer a similar fate if the tariff contains provisions
concerning interconnection and curtailment that essentially undermine the unique beneficial
features of a FIT because they are onerous, overreaching, and render the FIT unattractive by
unacceptably tncreasing developer risk. Under the D&O, the HECO Companies may refuse to
interconnect projects that (i) will “substantially compromise reliability,” (ii) result in an
“unreasonable cost to ratepayers,” or (ii1) would likely tace “significant curtailment” or cause

significant curtailment for existing renewable energy generators. /d. at 44. The D&O also states



that “the commission will not establish a compensation mechanism for curtailment of FIT
projects at this time.™ /d. at 71.

Section 6 of the HECO Standard Agreement contains curtailment language that
that is onerous, overreaching, and likely to render the FIT unattractive by unacceptably
increasing developer risk and jeopardizing revenue uncertainty. This section states:

This Section 6 (Continuity of Service) shall apply to all Facilities

with a Design Capacity above the trigger for Supervisory Control
and Data Acquisition (“SCADA™) set forth in the Company Tariff,

Rule 14. Section H, and to all other Facilities, regardless of size,

where it is deemed, at the Company's sole discretion, that an
alternate means of curtailment is technically feasible.

/d. This language gives excessive discretion to the HECO Companies and creates unacceptable
levels of developer risk. Importantly, this provision may in effect allow the HECO Companies
to modify their tariff Rule 14, section H (“Rule 14.H™) without Commission review. In addition,
it forces project developers to assume unknown and unknowable potential future economic and
operational risks. Tier | projects in particular should not be subject to curtailment even if an
“alternate means of curtailment is technically feasible.” /d.

Section 6(a} is similarly problematic and introduces discretionary evaluation by

the utilities related to good engineering practices:

(a) The Company may require the Seller to temporarily curtail,
interrupt or reduce deliveries of energy . . . if . . . the Facility does
not operate in compliance with Good Engineering and Operating
Practices or acceptance of energy from the Seller by the Company
would require the Company to operate the Company System

* Potential ambiguity exists as 1o whether this language bars a FIT that requires the HECO Companies to pay new
FIT projects for curtailed energy. This language is found in D&O section C, “Rates,” subsections (1), “Rate
Components™ and (c), “Curtailment” and may reasonably be read to preclude curtailment as a component in
calculating the FIT rate. [nsofar as the HECO Companies paying new FIT projects for curtailed energy constitutes a
“compensation mechanism for curtailment,” this language may also be read 10 bar direct payment for cunailed
energy (rather than compensation through FIT rates), The D&O does not otherwise appear to directly bar such
payments, however, and payment for curtailment is certainly consistent with and strongly supportive of the FIT
policy of dramatically accelerating renewable energy acquisition by ensuring revenue certainty 1o prospective
project developers.



outside of Good Engineering and Operating Practices which in this
case shall include, but not be limited to, excessive system

frequency fluctuations or excessive voltage deviations, and any
situation that the Company System Operator determines, at
his or her sole discretion, could place in jeopardy system

reliability.

Id.(emphasis added).
This language gives excessive discretion to the HECO Companies and introduces
unacceptable levels of developer nisk of curtailment. Curtailment for “any situation that the

Company System Operator determines, at his or her sole discretion, could place in jeopardy

system reliability” is not necessary insofar as system reliability and safety concerns are
addressed by reliability standards and Rule 14.H. /d. (emphasis added). This is an example of
language that goes too far and therefore may undermine the essential viability of the FIT. Ata
minimum, a clear definition of what constitutes “excessive” system frequency and voltage
fluctuations must be established through objective and measurable formal reliability standards
subject to Commission review and approval, such as the reliability standards under development
in this proceeding.

The definition of “Good Engineering and Operating Practices” contained in the
HECO Standard Agreement grants further excessive discretion to the HECO Companies. In
addition to section 6(a), section 4(b) of the HECO Standard Agreement requires seller to perform
its obligations under the Agreement “in accordance with Good Engineering and Operating
Practi.ces." Id. Appendix A to the HECO Standard Agreement, “Definitions,” defines the term
as follows:

Good Engineering and Operating Practices: The practices,

methods and acts engaged in or approved by a significant portion

of the electric utility industry for similarly situated U.S. facilities

that at a particular time, in the exercise of reasonable judgment in
light of the facts known or that reasonably should be known at the




time a decision is made, would be expected to accomplish the
desired result in a manner consistent with law, regulation,
reliability, safety, environmental protection, economy and
expedition.

With respect to the Facility, Good Engineering and Operating
Practices include, but are not limited to, taking reasonable steps to
ensure that:

(1) Adequate materials, resources and supplies. including fuel, are
available to meet the Facility’s needs under normal conditions and
reasonably anticipated abnormal conditions;

(2) Sufficient operating personnel are available and are adequately
experienced and trained to operate the Facility properly, efficiently
and within manufacturer’s guidelines and specifications and are
capable of responding to emergency conditions;

(3) Preventive, routine and non-routine maintenance and repairs
are performed on a basis that ensureg reliable long-term and safe
operation, and are performed by knowledgeable, trained and
experienced personnel utilizing proper equipment, tools, and
procedures;

(4) Appropriate monitoring and testing is done to ensure
equipment is functioning as designed and to provide assurance that

equipment will function properly under both normal and
emergency conditions; and

(5) Equipment is operated in a manner safe to workers, the general
public and the environment and in accordance with equipment
manufacturer’s specifications, including, without limitation,
defined limitations such as steam pressure, temperature, moisture
content, chemical content, quality of make-up water, operating
voltage, current, frequency, rotational speed, polarity,
synchronization, control system lLimits, etc.

Id. (emphasis added).

This lengthy provision injects a host of discretionary evaluations by the HECO
Companies upon which curtailment of energy may be imposed. For example, the HECO
Companies may curtail a facility if they deem it to have failed to “exercise of reasonable

judgment in light of the facts known or that reasonably should be known at the time a decision is



made™ with regard lo operating practices. fd. Curtailment may be imposed for what the HECO
Companies deem to be an inadequate fuel supply, insufficient operating personnel and
inadequately experienced or trained personnel, the schedule on which maintenance is conducted,
equipment testing, and safe operation of equipment. In addition, the definition states that such
practices “include, but are not limited to” the enumerated items. Thus, a FIT project developer is
exposed to potential curtailment for failing to comply with certain Good Engineering and
Operating Practices about which it may not be aware at the time of the alleged failure to comply.
By contrast, good engineering and operating practices for U.S. mainland electrical energy
facilities place reasonable limits on utility discretion because there are extensive formal and
transparent electric reliability standards and operating practices, independent system operators,
and extensive regulatory oversight of grid operations. Declaration of Michael E. Champley
dated January 21, 2010 at para. 6.

As section 6(a) affirms, the HECO Companies shall not be required to pay for
energy that is curtailed pursuant to this section. A tariff that includes such an onerous provision
undercuts the FIT’s basic premise of revenue certainty by allowing the utilities to curtail a
facility for an unacceptably wide range of evaluative decisions. To ensure a successful FIT,
Blue Planet therefore respectfully submits that section 6(a) and the definition of Good
Engineering and Operating Practices should be substantially revised or omitted from the Tiers |
and 2 tariff adopted by the Commission in this proceeding.

B. The Tariff Should Aveid Authorizing Curtailment Based on the Cost of
Purchased Energy.

Section 6(b) states that:
The Company shall not be required to purchase energy during any

period during which, due to operational circumstances, purchases
from the Seller will result in costs greater than those which the




Company would incur if it did not make those purchases, but
instead generated an equivalent amount of energy itself. . ..
Without limiting the foregoing, conditions when curtailment of
energy delivery by the Seller may be implemented by the
Company may include when, during excess energy conditions, the
Company would have to (i) cycle off-line any Base l.oad Unit, or
(i1) remove one or more components of a combined cycle unit
(such as shutting off one combustion turbine or one combustion
turbine and the steam turbine of a dual-train combined cycle unit
(consisting of two combustion turbines and one steam turbine)) in
order to purchase energy from the Seller. The Company shall not
curtail pursuant to this Section 6(b) of the Agreement solely as a
consequence of the Company's filed Avoided Energy Cost Data
being lower than the applicable energy payment rate paid to the
Seller under this Agreement.

Id. (emphasis added).

This language is problematic for several reasons and creates yet another
circumstance under which the HECO Companies may curtail a project. First, the necessity for
this type of curtailment from a potential systems reliability perspective is unclear and must be
weighed against the impact of multiple curtailment provisions on developer risk and the viability
ofthe FIT. Second, it is discriminatory insofar as utility generation is not subject to curtailment.
Third, although the D&O authorizes the HECO Companies to refuse to interconnect projects that
result in an “unreasonable cost to ratepayers,” it does not appear to authorize curtailment based
on ratepayer impact and the authority for this provision in the D&O is unclear,

Finally, the D&O has concluded that in the long run a FIT will benefit ratepayers.
D&O at 14. Thus, the FIT has economic value to ratepayers. The economic value of the FIT to
ratepayers over long run — which relies on the successful launch of the FIT in the initial two-year
period — may be greater than any economic benefit derived from implementation of this
provision. To ensure a successful FIT, Blue Planet respectfully submits that section 6(b) should
be substantially revised or omitted from the Tiers 1 and 2 tariff adopted by the Commission in

this proceeding.



C. Tariff Rates Must Achieve the FIT Purpose of Dramatically Accelerating
Renewable Energy Acquisition.

Attractive rates that provide the opportunity to earn reasonable returns are critical
to the success of the FIT and the D&O provides guidance for their determination. FIT rates are
to be levelized rates based on the project cost of a typical or average project and reasonable
profit of a typical project. D&O at 2, 62. They are to be calculated based on “praject and
generation cost information, energy production, and the target internal rate of retum.” /d. at 62.
As noted in the HECO Tariff Letter, on November 18, 2009, the HECO Companies have
distributed to the parties “the Black & Veatch public model” (“HECO model™). /d. at 2. The
HECO Companies also distnibuted “the assumptions that went into the Hawaiian Electric
Companies’ rate development[.]” (“*HECO assumptions™) /d. The HECO model and HECO
assumptions were used by the HECO Companies to develop proposed FIT rates for the HECO
Tariff (“HECO modeling™). /d.

FIT rates for Tier 2 technologies that are derived from the target Internal Rate of
Return (*IRR™) for an unlevered project appear most likely to achieve the FIT purpose of
dramatically accelerating renewable energy acquisition. The unlevered project IRR measures the
overall rate of return a project would eamn regardless of how it is financed (i.e., equity returns are
not enhanced by using debt leverage). The unlevered project IRR financial metric is widely used
to measure the overall economic attractiveness of a project investment and is not affected by how
a project is financed. Simply stated, any project investment should stand on its own merit as a
viable project regardless of how it is financed or leveraged. For illustrative purposes, Blue
Planet has conducted rate modeling utilizing the HECO model (“*Blue Planet unlevered
modeling”) for FIT rates for Tier 2 solar photovoltaic (“PV™) projects. For its solar PV Tier 2

unlevered rate modeling, Blue Planet has retained the HECO assumptions with the exception of
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the assumptions concerning debt financing. Blue Planet changed all of the HECO assumptions
concerning debt financing to result in the modeling of rates for an unlevered, rather than levered,
project.* True and correct copies of spreadsheets from this modeling of rates for Tier 2 solar PV
projects are attached as Exhibit 1 to the attached declaration of Mr. Champley. See Dec. of M.
Champley at para. 7.

Blue Planet's unlevered rate modeling results in Tier 2 solar PV project rates that
may be attractive to project developers. By adhering to the basic principle of separating
investment and financing decisions, such rate modeling focuses the rate determination by
eliminating the need to make assumptions about project financing and credit market conditions.
These assumptions relate to volatile credit markets, shifting lender perceptions of the market
conditions, the current interest rate environment, and related local and global market dynamics
beyond the project developer’s control — all of which may change from the time the rate is set
until completion of the initial two-year FIT period. (It should be noted that the HECO FIT
Schedule proposes at section G(3) to compensate for changes in renewable energy income tax
credits — similarly volatile financing assumptions — with essentially an automatic adjustment
provision.)

Blue Planet’s unlevered rate modeling utilizes an IRR that is reasonable and fair.
The modeling utilizes an unlevered project IRR in the range of 8-9%. Such an IRR is relatively
close to the overall rate of return authonzed for the HECO Companies by the Commission for

utility capital investment projects (i.€., allowed return on rate base), which is 7.5 - 8.0% on an

* The D&O does not appear to require rate modeling to be based on levered projects rather than unlevered projects.
Although the D&O identifies “financing cosis™ as a project cost, the D&O also cites 1o the Depariment of Business,
Economic Development, and Tourism's ("DBEDT™) list of project costs which does not include permanent
financing costs for a levered project. Similarly, the HECO Companies” list of project costs cited in the D&O
includes permanent financing costs but only if such financing is used: '“The cost'of permanent financing includes
making assumptions about . . . the cost of debt (if used)[.] ... Lender requirements such as reserves and minimum
debt coverage ratios should also be considered as applicable.” /4. at 60-61 (emphasis added).

12



equivalent after-tax basis. Dec. of M. Champley at para. 8. By contrast, actual unlevered project
IRRs from the HECO modeling, based on the HECQO Companies’ proposed Tier 2 solar PV rates,
are 5.9% and 6.5%, depending on the tax credit. Dec. of M. Champley at para. 9. Thus, Tier 2
solar PV FIT rates higher than those proposed by the HECO Companies are required to provide
FIT projects the opportunity to earn unlevered project returns equivalent to the returns the HECO
Companies are entitled to earn on their utility capital investments (i.e., rate base). Dec. of M.
Champley at para. 10.

In sum, the Blue Planet unlevered modeling results in rates that are likely to
achieve the purpose of the FIT. For Tier 2 Solar PV projects, for exampie, these rates would be
27.0 ¢/kWh for projects utilizing the 24.5% State of Hawaii renewable energy income tax credit
and 22.8 ¢/kWh for projects utilizing the 35.0% State of Hawaii renewable energy income tax
credit. See Spreadsheets attached as Exhibit 1 to Dec. of M. Champley. The unlevered modeling
approach and resulting rates merit further consideration. This may be especially relevant given
that successful implementation of the FIT program, resulting in the construction of tacilities
capable of generating approximately eighty MW of electrical energy in the initial two-year FIT
program, may entail capital expenditures in the range of approximately $0.4 to .05 billion. Dec.
of M. Champley at para. 1.

D. The Tariff Should Clearly Establish a Tier 1 Baseline FIT Rate and Tier 2
Baseline FIT Rate.

The D&O establishes a Baseline FIT and states that “the baseline rate shall equal
the lowest specified FIT rate for any given project size.” Thus, the D&O directs that there shall
be a Baseline FIT rate for each project size established under the FIT. The FIT establishes a total
of five project sizes. Accordingly, the Zero Emissions Schedule FIT contains a table to set forth

five Baseline FIT rates: Tier 1 (<20kW), Tier 2 (>20kW and <100kW), Tier 3 (> |00KW and



<250kW), Tier 3 (> 250 kW and < 500 kW), and Tier 3 (> 500 kW and < 5000 kW). Se¢e Zero
Emissions Schedule FIT at 7.

The HECO Tariff appears to be potentially ambiguous conceming establishment
of a Baseline FIT rate for each FIT project size. Schedule H of the HECO FIT Schedule,
“Baseline FIT Rate,” states that the Baseline FIT rate means “the rate equal to the lowest
specified FIT energy payment rate for any project size or technology on any island, within the
applicable project size category.” fd. The HECO Companies also state, however, that the
Baseline FIT rate will be “the lowest specified FIT energy payment rate for any project size or

technology on any island and accordingly, will likely have to be developed once the pricing for

Tier 3 projects has been developed and subsequently approved by the Commission,” HECO

Tariff Letter at 12 (emphasis added), and the proposed rate table in the HECO Schedule FIT
contains only one line which states “Baseline FIT Rate based on Tier XX Technology Rate for
Oahu,” rather than two separate lines, one for the Tier 1 Baseline FIT rate and another for the
Tier 2 FIT Baseline rate.

In accordance with the D&O, Blue Planet views the Baseline FIT not as a
secondary or ancillary category, but as a “fifth” technology equivalent in all relevant aspects to
the four eligible technologies identified in the D&O. The Tiers 1 and 2 tariff adopted in by the
Commission should have no ambiguity regarding establishment of a Baseline FIT rate for each
project size under the FIT.

E. The Tariff Should Not Suggest Reliability Standards Establish the FIT
Program Caps and Should Identify the Tier 1 Set-Aside.

The D&QO establishes program caps of nameplate capacity equal to five percent of
2008 peak demand for each of the HECO Companies (“program caps™). D&O at 55.

Accordingly, the Zero Emissions Schedule FIT tariff states:

14



The obligations of the Company to interconnect a Renewable
Energy Generating Facility having an Electrical Capacity of less
than 20 kilowatts to the Company’s electric system, and to offer an
Schedule FIT Agreement to a Renewable Energy Generator that
applies for interconnection of such Renewable Energy Generating
Facility to the electric system of the Company under this Schedule,
shall not apply with respect to a Renewable Energy Generator

that applies for interconnection of a Renewable Energy Generating
Facility to the electric system of the Company under this Schedule
after the time at which the Company has received applications for
interconnection of Renewable Energy Generating Facilities, each
having an Electrical Capacity of less than 20 kilowatts, and having
an aggregate Electrical Capacity that equals or exceeds .25 per cent
of the 2008 peak demand for such electrical system.

The obligations of the Company to interconnect a Renewable
Energy Generating Facility having an Electrical Capacity of 20
kilowatts or more to the Company’s electric system, and to offer an
Schedule FIT Agreement to a Renewable Energy Generator that
applies for interconnection of such Renewable Energy Generating
Facility to the electric system of the Company under this Schedule,
shall not apply with respect to a Renewable Energy Generator that
applies for interconnection of a Renewable Energy Generating
Facility to the electric system of the Company under this Schedule
after the time at which the Company has received applications for
interconnection of Renewable Energy Generating Facilities, each
having an Electrical Capacity of 20 kilowatts or more, and having

an aggregate Electrical Capacity that equals or exceeds 4.75 per
cent of the 2008 peak demand for such electrical system.

Id. at 8-9. The .25% and 4.75% figures accurately reflect the D&O’s program caps, as well as
the set-aside for Tier | projects established by the D&O (“Tier 1 set-aside”). See D&O at 57
(“The commission 1s also aware of the concern on project diversity, and will reserve five percent
of the FIT cap of each of the HECO Companies for projects under 20 kW.”).

By contrast, the HECO FIT Schedule appears to omit any reference to the
program caps and instead states that the availability of service under the HECO FIT Schedule
shall be closed as determined through “reliability standards and other appropriate mechanisms.”

/d. at 3. Blue Planet respectfully submits that the Tiers 1 and 2 tariff adopted in this proceeding



should avoid undue emphasis on reliability standards and should include reference to program
caps and the Tier | set-aside.
F. Any Provision Prohibiting FIT Agreement Renegotiation Must Be Mutual.
Section B of the HECO Schedule FIT states that a seller shall not attempt to
renegotiate the terms and conditions of the HECO Standard Agreement. This requirement
should apply equally to the HECO Companies and the tariff should state that HECO Companies
also shall not attempt to renegotiate the terms and conditions of the Agreement.

G. The Tariff Should Incorporate a Standard Interconnection Agreement that is
Used for All Procurement Mechanisms.

Finally, Biue Planet supports standard interconnection terms and conditions, and a
standard interconnection agreement, for all FIT and non-FIT as-avatlable renewable energy
procurement mechanisms, such as competitive bidding, bilateral power purchase agreements, net
energy metering, Schedule Q, and possibly the PV Host Program. Issues specific to a certain
contracting mechanism should be addressed in the tariff; the scope of the standardized
interconnection agreement should be limited to technical issues only. A standardized
interconnection agreement would support development and implementation of transparent and
highly coordinated and integrated queuing processes for all contracting mechanisms. In addition,
because a standardized interconnection agreement would be limited to technical issues, and
could incorporate by reference the most current reliability standards, it will support expansion of
the ability of the electric grid to accommodate increasing as-available renewable resources due to
future upgrades to the grid, including proposed “smart grid” improvements.

DATED: Honolulu, Hawaii, January 21, 2010.

7

DOUSLAS A. CODIGK
Attorney for Blue Planet Foundation
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE

STATE OF HAWAII

In the Matter of DOCKET NO. 2008-0273
PUBLIC UTILITIES COMMISSION

Instituting a Proceeding to Investigate the
Implementation Of Feed-in Tamifis.

DECLARATION OF MICHAEL E. CHAMPLEY

I. MICHAEL E. CHAMPLEY, declare and say:

1. I am the principal of Kahakuloa Energy Advisors LLC, an energy
consulting firm which advises clients on strategic, regulatory policy and operational issues
primarily related to electric resource planning,.

2. | hold degrees in engineering and business and have served as Senior Vice
President — Regulatory Affairs, Senior Vice President — Power Supply. and Vice President -
Marketing, and corporate ofticer and/or director of non-utility energy marketing and project
development attiliates at DTE Energy. Detroit. Michigan from 1971 through 2006.

3. I have extensive protessional experience in industry restructuring.
regulatory strategy. financial and strategic planning, retail and wholesale energy marketing,

generation supply planning, development and operations and wiility performance management.



4, I serve as a professional consultant to Intervenor Party Blue Planct
Foundation ("Bluc Planet™) in the State of Hawati Public Utilities Commission Docket No. 2008-
0273 concerning implementation of feed-in tarifts (“FIT™).

5. This declaration is based upon my personal knowledge and. where stated.
upon my reasonable beliet and information and T am competent to testify as to the matters stated
in this declaration.

6. Good engineering and operating practices for U.S. mainland clectrical
energy facilities place reasonable limits on utility discretion because there are extensive formal
and transparent electric reliability standards and operating practices, independent system
operators. and exlensive regulatory oversight of grid operations.

7. On behalf of Blue Planet | conducted rate modeling utilizing the Black &
Veatch model distributed by the HECO Companies to the parties in Docket 2008-0273 and the
assumptions employed by the HECO Companies. For this modeling. the HECO Companies’
assumptions have been retained. with the exception of the assumptions concerning debt
financing which were changed to result in the modeling of rates for an unlevered, rather than
levered, project. True and correct copies of spreadsheets trom this modeling of rates for Tier 2
solar photovoltaic {("PV™) projects are attached as Exhibit | to this Declaration,

8. Upon intormation and belief. the overall rate of return authorized tor the
HECO Companies by the Commission for utility capital investment projects (i.e., allowed return

on rate hase) is 7.5 - 8.0% on an after-1ax basis.



0. The unlevered project IRRs from rate modeting by HECO based on the
HECO Companies™ proposed Trer 2 solar PV rates. are 3.9% and 6.5%. depending on the tax
credit used.

10, Tier 2 solar PV FIT rates higher than those proposed by the HECO
Companies are required to provide FIT projects the opportunity to carn unlevered project retums
equnalent to the retums the HECO Companies are entitled to carn on their utility capital
investments (i.e.. rate hase).

1. Upon information and belict, assuming construction ot facilities capable
of generating approximately cighty MW of electrical energy in the initial two-year period. the
FIT program may entail cumulative project capital expenditures in the range of approximately

$0.4 - 0.5 hillion.

/ / /
/ / /
/ / /
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I, MICHAEL CHAMPLEY, do declare under penalty of law that the
foregoing is true and correct.

DATED: Honolulu, Hawaii, January 21, 2010.

MICHAEL CHAMPLEY
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE

STATE OF HAWAII

In the Matter of DOCKET NO. 2008-0273

PUBLIC UTILITIES COMMISSION

Instituting a Proceeding to Investigate the
Implementation Of Feed—in Tanffs.
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